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INTRODUCTION 


Interest  charges  on  outstanding  farm-mortgage  debt  during  1947 
amounted  to  222  million  dollars.  This  is  6  million  dollars  more  than 
the  amount  payable  during  1946  and  it  represents  the  first  increase 
in  interest  charges  since  1922,  when  they  reached  their  high  point  of 
680  million  dollars.  Charges  for  1947,  however,  were  still  24  percent 
below  those  for  1940,  whereas  between  1915  and  1922  there  was  an 
increase  of  117  percent. 

The  contrasting  trends  of  interest  charges  during  the  two  war 
periods  2  are  directly  related  to  differences  in  trends  of  outstanding 
mortgage  debt.     Between  1915  and  1923  the  volume  of  debt  more 

1  This  publication  presents  revisions  and  brings  to  date  the  data  issued  in  the 
report  by  Haven  D.  Umstott  and  Sarah  L.  Yarnall,  entitled  revised  annual 

ESTIMATES     OF     INTEREST     CHARGES     AND     INTEREST     RATES     ON     FARM-MORTGAGE 

debt,  1930-43.    Bur.  Agr.  Econ.    34  pp.    1944.    [Processed.] 

2  In  this  report,  the  9-year  period  1939-47  is  considered  as  the  war  and  post- 
war period  of  World  War  II,  and  the  comparable  period  of  World  War  I  is  con- 
sidered as  1914-22.  When  data  are  shown  for  January  1,  the  years  1940-48  and 
1915-23  are  used  for  these  two  periods,  respectively. 
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than  doubled,  whereas  between  1940  and  1948  it  decreased  26  percent. 
The  recent  moderate  upward  swing  in  outstanding  debt  commenced 
during  1946  and  continued  during  1947,  thus  contributing  to  the  rise 
in  interest  charges  during  1947.  During  the  World  War  II  period, 
interest  rates  charged  by  most  of  the  major  lender  groups  declined, 
as  compared  with  increases  for  all  lenders  during  the  earlier  war.  The 
average  rate  for  all  lenders,  however,  showed  no  net  change  between 

1939  and  1947,  whereas  between  1915  and  1923  it  rose  from  6.1  to 
6.4  percent. 

The  revised  data  on  interest  rates  and  interest  charges  presented  in 
this  circular  are  based  on  data  obtained  in  the  1945  Census  of  Agricul- 
ture and  in  a  survey  of  farm-mortgage  debt  as  of  January  1,  1945. 
The  data  obtained  in  the  1945  survey  provided  a  basis  for  a  more  ac- 
curate estimate  of  the  farm-mortgage  debt  for  that  year.  They  also 
furnished  additional  information  on  interest  rates  charged  by  various 
types  of  lenders.     Data  previously  published  for  the  years  between 

1940  and  1945  have  been  revised  on  the  basis  of  the  1945  bench 
mark.3  For  a  more  detailed  discussion  of  sources  and  methods  used, 
see  the  section  on  methodology,  pp.  22-24. 

INTEREST  CHARGES 

Interest  charges  on  farm-mortgage  debt  are  one  of  the  fixed  expenses 
of  the  farming  business.  Because  such  charges  do  not  vary  directly 
with  farm  income  or  farm  production  but  are  an  expense  to  be  met  in 
lean  years  as  well  as  in  good  years,  they  can  be  an  excessive  burden 
in  times  of  depression  or  a  relatively  insignificant  expense  item  in 
times  of  prosperity.  Data  relating  to  this  part  of  the  fixed  charges 
of  farming  are  summarized  in  the  following  section. 

Interest  Charges  and  Cash  Farm  Income 

Interest  charges  payable  during  1947  were  0.7  percent  of  the  cash 
farm  income  for  that  year  (table  1).  At  the  beginning  of  the  war, 
in  1940,  this  ratio  was  3.2  percent.  By  the  end  of  the  war  it  had 
fallen  to  1.0  percent.  During  the  war  and  postwar  years,  cash  farm 
income  rose  to  unprecedented  heights  and  in  1947  it  amounted  to 
32,328  million  dollars,  an  increase  of  more  than  200  percent  from  the 
amount  received  in  1940.  The  total  volume  of  interest  charges  de- 
creased from  293  million  dollars  in  1940  to  216  million  in  1946. 
Even  with  the  increase  following  1946,  interest  charges  payable  during 
1947  were  still  only  76  percent  of  the  1940  volume. 

From  1914  to  1918  cash  farm  income  more  than  doubled.  Interest 
charges  also  increased,  although  to  a  lesser  extent.  Thus  the  decrease 
in  the  ratio  of  interest  charges  to  cash  farm  income  from  4.9  to  3.1 
percent  was  about  three-fourths  of  that  which  occurred  between  1939 
and  1944.  In  the  immediate  postwar  period  of  World  War  I  (1919-22) 
the  ratio  of  interest  charges  to  income  increased,  whereas  in  the  com- 
parable period  of  World  War  II,  the  decreasing  ratio  of  the  war  years 
continued. 

3  Revised  estimates  of  interest  charges  payable  on  outstanding  farm-mortgage 
debt  are  shown  by  States  for  the  years  1940-47  in  table  11.  Interest  rates  for 
the  same  period  are  shown  by  States  in  table  12. 
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Table  1. — Farm-mortgage  interest  charges  and  cash  farm  income, 
United  States,  1910-47 


Year 

Farm- 
mortgage 
interest 
charges  J 

Cash  farm 
income  2 

Interest 
charges  as 
percentage 
of  cash 
farm  in- 
come 

1910_  _   _   

Million 
dollars 
203 
225 
252 
276 
296 
314 
341 
378 
417 
476 

574 
653 

680 
679 
647 
612 
598 
593 
590 
582 

570 
553 
526 
472 
430 
396 
364 
341 
320 
305 

293 
284 
272 
246 
230 
220 
216 
222 

Million 
dollars 
5,793 
5,596 
6,017 
6,248 
6,050 
6,403 
7,750 
10,  746 

13,  461 

14,  602 

12,  608 

8,  150 
8,594 
9,563 

10,  221 
10,  995 
10,  564 

10,  756 

11,  072 
11,  296 

9,021 
6,371 
4,743 
5,445 
6,780 
7,659 
8,654 
9,217 
8,168 
8,684 

9,  130 
11,  767 
16,  069 

20,  106 

21,  164 

22,  289 
25,  636 
30,  328 

Percent 
3.  5 

1911 

4.  0 

1912 _-                            _     _ 

4.  2 

1913 

4.  4 

1914 _      ________ 

4.  9 

1915         __ 

4.  9 

1916 _   _     _       -__   _ 

4.4 

1917         _ -_ 

3.  5 

1918 _-_   _        

3.  1 

1919         __   

3.  3 

1920       _   

4.6 

1921  __   _-     -__ 

8.0 

1922     __   __   _   _   _   

7.9 

1923 

7.  1 

1924     ___     __     

6.  3 

1925 

5.6 

1926     _   __   __   ___ ___ 

5.7 

1927 

5.5 

1928 _   --_   _-   -_     _ 

5.  3 

1929 

5.  2 

1930           __   

6.  3 

1931  __   ___   _      _   _   _     _ 

8.7 

1932         __     __   _       ___   _     _-   __ 

11.  1 

1933 

8.7 

1934               _   ___     __   

6.  3 

1935 -_     

5.2 

1936               ________            _     ___ 

4.2 

1937 

3.7 

1938     __       _     __- 

3.  9 

1939 

3.  5 

1940 

1941 

3.2 
2.4 

1942     ___ 

1.7 

1943                     -__   _         _     _      ■•'•■_     __ 

1.  2 

1944 

1.  1 

1945 

1.0 

1946     

.8 

1947             _     _      

.7 

1  Payable  during  calendar  year.  Excludes  amounts  paid  by  Secretary  of  the 
Treasury  to  Federal  land  banks,  1933-44,  and  Federal  Farm  Mortgage  Corpora- 
tion,   1937-45,   as   reimbursement   for   interest   reductions    granted    borrowers. 

2  From  farm  marketings,  including  Government  payments. 

Because  the  burden  of  interest  charges  falls  only  upon  those  farmers 
whose  farms  are  under  mortgage,  the  ratio  of  interest  charges  to  the 
income  from  mortgaged  farms  would  be  more  indicative   of   the 
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importance  of  this  item  to  the  farmers  concerned.  No  data  for  such 
a  division  of  income  are  directly  available.  However,  a  rough  approxi- 
mation may  be  obtained  by  assuming  that  the  income  is  divided 
between  free-of-debt  and  mortgaged  farms  in  the  same  proportion  as 
the  value  of  land  and  buildings  is  divided  in  census  years.  On  this 
basis  we  find  that  the  interest  charges  payable  during  1940  represented 
6.8  percent  of  the  cash  farm  income  thus  attributed  to  mortgaged 
farms,  whereas  in  1945  they  represented  only  2.8  percent  of  the  com- 
parable income  for  that  year. 

Similar  estimates  for  earlier  years  can  be  made  only  roughly.  How- 
ever, the  data  that  are  available  indicate  that  in  1919  interest  charges 
were  equal  to  about  7  percent  of  the  cash  farm  income  for  mortgaged 
farms,  and  in  1929,  to  about  10  percent  of  the  comparable  figure  for 
that  year. 

Interest  Charges  per  Acre 

Changes  in  the  importance  of  interest  charges  may  be  measured 
also  by  the  index  of  interest  charges  per  acre.  This  index,  together 
with  the  amount  of  charges  payable  per  acre,  is  shown  in  table  2. 
During  the  World  War  I  period,  interest  charges  per  acre  rose  from 
34  cents  in  1915  to  73  cents  in  1923,  an  increase  of  115  percent.  In 
the  World  War  II  period,  they  decreased  30  percent,  from  27  cents 
an  acre  in  1940  to  19  cents  in  1947.  The  index  was  above  100  in  all 
years  of  the  first  period,  whereas  in  all  years  of  the  second  period  it 
was  below  100,  and  in  the  last  3  years  it  has  been  70  or  below. 

Table  2. — Farm-mortgage  interest  charges   per  acre.    United  States, 

1910-47  l 


Year 

Amount 
per  acre 
(dollars) 

Index 
(1910-14= 
100) 

Year 

Amount 
per  acre 
(dollars) 

Index 

(1910-14= 

100) 

1910 

0.230 
.253 
.280 
.305 
.324 
.341 
.367 
.404 
.442 
.500 

.603 

.690 
.723 
.727 
.697 
.657 
.634 
.621 
.609 
.594 

83 
91 
101 
110 
117 
123 
132 
145 
159 
180 

217 

248 
260 
262 
251 
236 
228 
223 
219 
214 

1930 

1931 

1932 

1933 

1934 

0.573 

.549 
.515 
.457 
.411 
.375 
.345 
.322 
.302 
.288 

.274 
.262 
.247 
.220 
.203 
.  193 
.  190 
.  194 

206 

1911 

197 

1912  _  . 

185 

1913 

164 

1914 

148 

1915 _ 

1935 

1936 

135 

1916 

124 

1917. _  _-  _-- 

1937 

1938 

116 

1918 

109 

1919   _  -_ 

1939 

1940 

1941 

1942 

1943 

104 

1920 

99 

1921 

94 

1922   

89 

1923 

79 

1924   _  _  __ 

1944 

1945 

1946 

1947 

73 

1925 

69 

1926   __ 

68 

1927 

70 

1928   -__  _-_ 

1929 

1  Based  on  all  land  in  farms. 
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Interest  Charges  and  Other  Costs 

Comparisons  of  the  index  of  interest  charges  per  acre  can  be  made 
with  two  other  current  expense  items— farm  real  estate  taxes  and 
production  costs  (fig.  1).  The  contrast  between  the  two  World  War 
periods  is  striking.  During  the  first,  the  three  indexes  were  closely 
parallel,  with  interest  charges  and  taxes  continuing  to  rise  in  the  post- 
war period,  whereas  after  the  war  years  production  costs  fell  off 
sharply. 

During  the  second  war  period,  the  differences  in  these  series  were 
pronounced.  Production  costs  rose  sharply  after  1941,  then  rose 
again  at  an  accelerated  rate  in  the  postwar  period.  Without  the 
retarding  influence  of  the  price  and  other  control  programs  which 
operated  during  the  war  years,  this  index  might  have  risen  sooner 
and  even  more  sharply.  The  tax  index  showed  little  change  till  1945 
when  it,  also,  commenced  a  sharp  upward  turn.  In  contrast  to 
these  two  series,  and  also  in  contrast  to  the  situation  prevailing  in  the 
World  War  I  period,  the  index  of  interest  charges  per  acre  continued 
the  decline  which  had  been  in  effect  since  1923.  By  1943  it  had 
dropped  lower  than  in  any  year  on  record.  Since  1946,  the  trend 
of  this  index  has  taken  a  slight  upward  turn. 

Causes  of  Variations  in  Interest  Charges 

Changes  in  the  volume  of  interest  charges  from  year  to  year  are 
caused  by  (1)  increase  or  decrease  in  total  volume  of  outstanding  debt; 
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figure  1. — interest  charges  payable  per  acre  on  outstanding  farm- 
Mortgage  Debt,  Farm  Real  Estate  Taxes  Per  Acre,  and  prices  paid  by 
Farmers  for  Production,  1910-47. 

Interest  charges  per  acre  have  been  declining  since  the  peak  reached  in  1922. 
During  the  period  of  World  War  II,  this  decline  was  in  contrast  to  the  trends 
of  the  index  of  taxes  per  acre  and  that  of  production  costs,  with  wide  divergence 
between  the  levels  of  these  two  indexes.  During  World  War  I,  the  three 
indexes  rose  almost  simultaneously,  with  those  of  interest  charges  and  taxes  con- 
tinuing to  rise  in  the  postwar  period. 
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(2)  changes  in  interest  rates  charged  on  new  loans;  and  (3)  shifts  in 
amount  of  debt  held  by  various  lender  groups.  The  trends  of  farm- 
mortgage  debt,  interest  rates,  and  interest  charges  are  shown  for  the 
period  1910-47  in  figure  2.  and  the  percentage  of  the  total  outstanding 
loans  held  by  each  of  the  major  lender  groups  is  shown  in  figure  3. 

From  1920  to  1940.  total  farm-mortgage  debt  decreased  from  8,449 
million  dollars  to  6.5S6  million,  or  22  percent  Interest  charges  de- 
creased from  574  million  dollars  to  293  million,  or  49  percent.  During 
this  period,  average  rates  charged  by  each  of  the  major  lender  groups 
showed  little  net  decline  until  the  middle  thirties.  The  major  changes 
in  interest  charges  and  average  interest  rates  were  associated  with 
shifts  in  the  distribution  of  loans  among  the  lender  groups.  In  1920, 
for  instance,  about  70  percent  of  the  volume  of  loans  outstanding  was 
held  by  the  group  of  lenders  composed  chiefly  of  individuals:  by  1940 
this  group  held  less  than  40  percent.  During  this  period,  the  federally 
sponsored  agencies  held  an  increasing  proportion  of  the  total  volume 
of  loans.  In  the  depression  of  the  early  thirties  this  proportion  rose 
to  over  40  percent.  The  federally  sponsored  agencies  charged  lower 
rates  than  did  any  of  the  other  lender  groups.  Xew  loans  made  and 
old  debts  refinanced  with  these  agencies  reduced  the  proportion  of 
loans  held  by  the  high-rate  lender  groups. 

Between  1940  and  1945.  the  decline  of  25  percent  in  interest  charges 
was  accompanied  by  an  equal  percentage  decline  in  outstanding  debt. 
Between  these  years  average  rates  charged  by  the  private  lender 
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Figure  2.— Farm-Mortgage  Interest  Charges.  Farm-Mortgage  Debt. 
Average  Interest  Rate  on  Farm-Mortgage  Debt,  and  cash  Farm  Income. 

1910-47. 

The  decline  in  interest  charges  since  1922  reflects  mainly  the  decline  in  the 
volume  of  farm-mortgage  debt.  Changes  in  interest  rates  charged  by  the 
various  lender  groups  and  shifts  in  the  volume  of  loans  held  by  these  lender 
groups  resulted  in  little  net  change  in  the  over-all  average  interest  rate  until  the 
middle  thirties.  The  general  downward  trend  of  interest  rates  during  the  last 
decade  is  reflected  in  a  greater  decline  in  the  trend  of  interest  charges  than  in 
that  of  outstanding  debt. 
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Figure  3.— Percentage  of  Outstanding   Farm-Mortgage  Loans  Held  by 
principal  Lenders,  United  States,  January  i,  i9io-48. 

During  the  period  1910-40,  the  proportion  of  total  farm-mortgage  loans  held  by 
"individuals  and  miscellaneous  lenders"  showed  a  steady  decrease.  This  was 
accentuated  in  the  periods  of  economic  distress  of  the  1920's  and  the  1930's. 
During  the  1920's,  a  large  volume  of  loans  was  refinanced  by  life  insurance 
companies,  whereas  the  period  of  the  1930's  saw  an  expansion  of  loans  of  the 
federally  sponsored  agencies.  Since  1940  there  has  been  some  shift  back  to  the 
private  lenders. 

groups  declined  somewhat  and  rates  of  the  federally  sponsored  agencies 
declined  until  1945,  when  a  rate  of  4.0  percent  was  established  on 
most  of  the  loans  of  these  agencies.  The  average  rate  charged  by  life 
insurance  companies  dropped  from  4.9  in  1940  to  4.5  in  1945;  that  of 
commercial  banks  dropped  from  5.5  to  5.2;  and  individuals,  from  5.2 
to  4.9. 

It  would  be  expected  that  such  a  decline  in  rates  would  be  reflected 
in  a  greater  reduction  of  interest  charges.  However,  from  1940  to 
1*945  there  was  a  reversal  of  the  earlier  trend  in  the  distribution  of 
loans  among  the  lender  groups,  with  a  shift  back  into  the  hands  of 
the  private  lenders.  This  shift,  together  with  discontinuance  of  the 
reduced  rates  by  the  federally  sponsored  agencies,  curbed  the  decline 
in  the  over-all  average  interest  rate  and  prevented  a  greater  decrease 
in  interest  charges. 

Interest  Charges  Payable  to  Various  Lender  Groups 

Distribution  of  debt  by  lender  groups  gives  an  indication  of  distri- 
bution of  charges  by  lender  groups.  But  the  interest  rates  charged 
by  various  lenders  also  affect  the  distribution  of  interest  charges. 
The  estimated  volume  of  interest  charges  payable  to  four  major 
lender  groups  from  1910  to  1947,  for  the  country  as  a  whole,  is  shown 
in  table  3. 
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In  the  period  during  and  following  World  War  II,  the  total  volume 
of  interest  charges  payable  declined,  as  did  the  percentage  payable 
to  the  Federal  land  banks  and  to  the  Federal  Farm  Mortgage  Corpo- 
ration.4 But  the  percentage  payable  to  individuals  and  miscellaneous 
lenders  increased.  In  1947  the  volume  payable  to  the  federally 
sponsored  agencies  amounted  to  20  percent  of  the  total  and  that  pay- 
able to  " individuals  and  others"  was  46  percent,  whereas  life  insurance 
companies  and  commercial  banks  received  18  and  17  percent,  re- 
spectively. The  percentage  of  the  total  charges  payable  to  insurance 
companies  has  changed  very  little  since  1940.  The  percentage  pay- 
able to  banks  remained  at  10  percent  through  1944,  but  it  has  in- 
creased somewhat  each  year  thereafter. 

In  1922,  following  World  War  I,  67  percent  of  all  interest  charges 
were  payable  to  individuals  and  miscellaneous  lenders;  less  than  5 
percent  to  the  Federal  land  banks;  and  13  and  16  percent,  respectively, 
to  life  insurance  companies  and  banks. 

Geographical  Variations  in  Interest  Charges 

The  amount  of  interest  charges  payable  in  various  sections  of  the 
country  differs  according  to  the  amount  of  debt  outstanding  in  each 
section.  There  are  also  regional  variations  in  interest  rates  charged. 
The  amount  of  interest  charges  payable  and  the  percentage  distribution 
by  geographic  divisions,  from  1940  to  1947,  are  shown  in  table  4. 

Between  1940  and  1947,  the  percentage  of  total  interest  charges 
payable  in  the  North  Central  States  decreased,  whereas  the  percentage 
payable  in  the  South  and  in  the  Western  States  increased.  In  the 
North  Atlantic  States,  there  was  little  change.  The  major  change 
in  geographical  distribution  of  interest  charges  between  these  years 
was  the  decrease  in  the  West  North  Central  States  from  30.9  percent 
of  the  total  in  1940  to  25.3  percent  in  1947.  In  the  South  Atlantic 
States  the  percentage  rose  from  6.6  percent  in  1940  to  9.4  in  1947, 
and  in  the  East  South  Central  States  from  6.2  to  7.6  percent. 

The  tremendous  increase  in  the  cash  farm  income  of  the  United 
States  between  1940  and  1947  was  shared  in  varying  degree  by  all  the 
geographic  divisions  of  the  country.  The  relation  of  interest  charges 
to  cash  farm  income  by  geographic  divisions  is  shown,  for  selected 
years,  in  table  5. 

In  the  West  North  Central  and  Pacific  States  cash  farm  income  more 
than  trebled  between  1940  and  1947.  In  1940,  interest  payments 
required  $40  and  $31  per  $1,000  of  income  in  these  two  divisions, 
respectively,  whereas  in  1947  comparable  requirements  were  only  $7 
and  $8.  In  the  New  England  and  Middle  Atlantic  States,  which  had 
the  smallest  percentage  increase  in  income  from  1940  to  1947,  the 
ratio  of  interest  charges  to  income  decreased  from  $28  and  $25, 
respectively,  to  $8  per  $1,000  of  income. 

Since  1932  the  divergence  of  the  ratio  of  interest  charges  to  cash 
farm  income  for  various  geographic  divisions  from  the  ratio  for  the 
United  States  as  a  whole  has  diminished.  In  that  year  there  was  a 
difference  of  more  than  $100  between  the  high  of  $165  per  $1,000  in 

4  Loans  held  by  the  Federal  Farm  Mortgage  Corporation  are  made  on  its 
behalf  by  the  Land  Bank  Commissioner. 


FARM  MORTGAGE  INTEREST  CHARGES  AND  RATES,    1940-48       11 


the  West  North  Central  States,  and  the  low  of  $59  per  $1,000  in  the 
Middle  Atlantic  States.  By  1947  there  was  very  little  deviation  from 
the  United  States  ratio  of  $7  per  $1,000  of  income. 

Table  4.  —Amount  of  farm-mortgage  interest  charges  and  percentage 
distribution,  by  geographic  divisions,  selected  years,  194-0-4-7 


Geographic  division         1940 


New  England 

Middle  Atlantic 

East  North  Central 

West  North  Central, .. 

South  Atlantic 

East  South  Central 

West  South  Central 

Mountain 

Pacific 

United  States 


New  England 

Middle  Atlantic 

East  North  Central 

West  North  Central 

South  Atlantic 

East  South  Central 

West  South  Central 

Mountain 

Pacific 

United  States 


1,000 

dollars 

7,  181 

17,  909 
62,  260 
90,  648 
19,  199 

18,  236 
31,  754 
16,  769 
29,  135 


293,  091 


1942 


1,000 

dollars 

6,425 

16,  543 
57,  139 
84,  369 
18,  471 

17,  396 
30,  308 
15,  038 
26,  158 


271,  847 


1944 


1,000 
dollars 

5,650 
14,  359 
46,  845 
71,  152 
16,  359 
14,  728 
25,  659 
12,  644 
22,  769 


230,  165 


1945 


1,000 

dollars 

5,473 

13,  783 
44,  224 
65,  797 
16,  613 

14,  657 
24,  463 
12,  551 
22,  552 


220,  113 


1946 


1,000 

dollars 

5,379 

14,  023 
42,  419 
60,  044 
18,  424 

15,  525 
24,  466 
12,  972 
23,  085 


216,  337 


Percentage  distribution 


1947 


1,000 
dollars 
5,484 
14,  814 
42,  376 
56,  113 
20,  876 
16,  737 
26,  285 
14,  414 
24,  443 


221,  542 


Percent 

Percent 

Percent 

Percent 

Percent 

2.5 

2.4 

2.  5 

2.5 

2.5 

6.  1 

6.  1 

6.2 

6.3 

6.5 

21.3 

21.0 

20.  4 

20.  1 

19.  6 

30.9 

31.0 

30.9 

29.9 

27.7 

6.6 

6.8 

7.  1 

7.5 

8.5 

6.2 

6.4 

6.4 

6.7 

7.2 

10.8 

11.2 

11.  1 

11.  1 

11.3 

5.7 

5.5 

5.  5 

5.  7 

6.0 

9.9 

9.  6 

9.9 

10.  2 

10.  7 

100.0 

100.  0 

100.  0 

100.0 

100.0 

Percent 

2.5 

6.7 

19.  1 

25.3 

9.4 

7.6 

11.9 

6.  5 


11.0 


100.0 


Table   5. — Farm-mortgage  interest  charges  per  $1,000  of  cash  farm 
income,  by  geographic  divisions,  for  selected  years,  1924~47 


Geographic  division 

1924 

1929 

1930 

1932 

1935 

1940 

1943 

1946 

1947 

New  England 

Dol- 
lars 
30 
34 
66 
99 
32 
36 
46 
76 
59 

Dol- 
lars 
32 
32 
56 
68 
32 
34 
50 
50 
51 

Dol- 
lars 
34 
35 
65 
80 
38 
48 
78 
66 
62 

Dol- 
lars 
60 
59 
112 
165 
61 
83 
117 
129 
100 

Dol- 
lars 
41 
36 
54 
77 
26 
35 
51 
51 
47 

Dol- 
lars 
28 
25 
35 
40 
21 
33 
29 
29 
31 

Dol- 
lars 
12 
12 
13 
14 
9 
12 
12 
11 
10 

Dol- 
lars 
8 
8 
9 
9 
7 
10 
9 
8 
8 

Dol- 
lars 
8 

Middle  Atlantic 

East  North  Central 

West  North  Central 

South  Atlantic.          

8 

7 
7 
7 

East  South  Central 

West  South  Central 

Mountain 

8 
8 

7 

Pacific      _    __ 

8 

United  States 

63 

52 

63 

111 

52 

32 

12 

8 

7 
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INTEREST  RATES 

Interest  rates  charged  by  all  lenders  on  outstanding  farm-mortgage 
debt  on  January  1,  1948,  averaged  4.6  percent  for  the  United  States 
as  a  whole,  compared  with  6.4  percent  on  January- 1,  1923.  the  com- 
parable year  following  World  War  I.  During  the  first  war  and  post- 
war period  (1915-23)  the  average  interest  rate  remained  fairly  stable, 
with  a  slight  rise  at  the  end  of  the  period  (table  6).  In  the  second  war 
period,  the  rate  for  all  lenders  dropped  from  4.6  percent  on  January 
1.  1940,  to  4.4  percent  at  the  beginning  of  1942.  After  1944  it  started 
to  rise  and  by  January  1,  1946.  it  had  again  reached  4.6  percent. 
Such  over-all  rates  are  weighted  averages  which  indicate  the  general 
level  rather  than  the  actual  rates  charged. 

The  trend  of  farm-mortgage  interest-  rates  reflects  major  economic 
developments  that  occurred  between  the  two  world  wars.  For 
example,  during  the  depression  of  the  1930's  farm  financial  distress 
was  widespread  and  many  previously  contracted  debts  were  refinanced 
with  the  Federal  land  banks  and  the  Land  Bank  Commissioner. 
Contract  rates  charged  by  these  federally  sponsored  agencies  were 
well  below  those  charged  by  most  other  lenders.  They  were  further 
reduced  after  1933  by  a  temporary  reduction  granted  to  borrowers 
from  these  agencies  and  reimbursed  by  the  Secretary  of  the  Treasury. 
The  result  was  a  sharp  decrease  in  the  over-all  average  rate  as  a  large 
volume  of  loans  was  closed  by  these  low-rate  lenders  and  as  rates 
charged  on  loans  made  by  other  lenders  also  declined. 

The  lower  level  of  interest  rates  on  farm  mortgages  is  not  an  isolated 
phenomenon.  It  is,  rather,  one  aspect  of  a  downward  trend  in  rates 
in  the  general  money  market,  which  is  discussed  briefly  on  pp.  21-22 
of  this  report. 

VaRIATIOXS    IX"    IXTEREST    RATES    BY    MAJOR    LeX'DER     G  ROUPS 

The  slight  net  decrease  in  the  over-all  average  interest  rate  on 
outstanding  farm-mortgage  debt  from  4.6  percent  on  January  1,  1940, 
to  4.5  percent  on  January  1,  1945,  conceals  the  more  pronounced 
variations  which  have  taken  place  in  the  rates  charged  by  selected 
lender  groups  (table  6).  From  1940  to  1945,  average  rates  charged 
by  life  insurance  companies,  commercial  banks,  and  individuals  de- 
creased, whereas  the  rate  charged  on  Federal  land  bank  and  Commis- 
sioner loans  rose  from  3.7  to  4.1  percent,  chiefly  as  a  result  of  the 
discontinuance  of  the  reduced  rate  to  borrowers  from  these  agencies.5 
The  result  of  these  changes  was  to  reduce  the  differential  between 
the  various  lending  agencies.  The  over-all  rate  of  4.5  percent  for 
1945  represented  a  range  for  the  various  lender  groups  from  5.2  to 
4.1  percent,  whereas  the  average  rate  of  4.6  percent  for  all  lenders  in 
1940  represented  a  range  from  o.o  to  3.7  percent. 

5  On  July  11,  1933,  the  rate  paid  by  land-bank  borrowers  (except  rates  on  certain 
specialized  types  of  loans)  was  reduced  to  4.5  percent;  on  June  30,  1935,  it  was 
further  reduced  to  3.5  percent:  and  in  July  1944,  it  was  established  at  4.0  percent. 
The  rate  on  loans  of  the  Federal  Farm  Mortgage  Corporation  was  reduced  from 
the  statutory  5.0  percent  to  4.0  percent  on  July  22,  1937,  and  was  further  reduced 
on  June  30,T940,  to  3.5  percent;  from  July  1944  to  July  1945,  the  reduced  rate 
was  raised  temporarily  to  4.0  percent  and  in  July  1945,  the  rate  was  established 
at  5.0  percent. 
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Table  6. — Average  interest  rates  on  farm-mortgage  loans  held  by  principal 
lender  groups,  United  States,  January  1,  1910-48  1 


Federal 

Other  lenders 

land 
banks 
and 
Federal 
Farm 
Mort- 

Life 
insur- 
ance 

Year 

Com- 

Total 
all 

com- 
panies 

mer- 
cial 

Indi- 
viduals 

Miscel- 
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Percent 

Percent 

Percent 

Percent 

Percent 

1910 

5.5 
5.5 
5.  6 
5.6 
5.7 
5.7 
5.8 
5.8 
5.7 

6.2 
6.3 
6.3 
6.4 
6.4 
6.4 
6.5 
6.5 
6.4 

6.0 
6.0 
6.0 
6.  1 
6.0 
6.  1 
6.  1 
6.  1 
6.  1 

6.5 
6.5 
6.  5 
6.5 
6.5 
6.5 
6.5 
6.5 
6.4 

6.  1 
6.  1 
6.  1 
6.2 
6.  1 
6.2 
6.2 
6.2 
6.2 

6.0 

1911 

6.0 

1912 

6.  1 

1913_   

6.  1 

1914 

6.  1 

1915 

6.  1 

1916  _ 

6.2 

1917 

6.  1 

1918 

5.0 

6.  1 

1919 

5.3 

5.8 

6.4 

6.  1 

6.4 

6.2 

6.  1 

1920 

5.4 

5.  8 

6.5 

6.  1 

6.3 

6.2 

6.  1 

1921 

5.4 

5.8 

6.  6 

6.  1 

6.4 

6.2 

6.2 

1922 

5.  5 

6.0 

6.9 

6.2 

6.  6 

6.4 

6.3 

1923 

5.6 

6.0 

7.0 

6.3 

6.  6 

6.5 

6.4 

1924 

5.6 

5.9 

7.0 

6.3 

6.5 

6.5 

6.3 

1925 

5.6 

5.  9 

6.9 

6.3 

6.4 

6.4 

6.3 

1926 

5.6 

5.9 

6.8 

6.3 

6.4 

6.4 

6.2 

1927 

5.  5 

5.8 

6.  7 

6.3 

6.2 

6.4 

6.  1 

1928 

5.4 

5.8 

6.6 

6.2 

6.2 

6.3 

6.  1 

1929 

5.  4 

5.7 

6.  6 

6.2 

6.  1 

6.2 

6.0 

1930 

5.4 

5.7 

6.5 

6.  1 

6.  1 

6.2 

6.0 

1931 

5.4 

5.6 

6.6 

6.  1 

6.  1 

6.2 

6.0 

1932 

5.4 

5.  6 

6.  6 

6.  1 

6.  1 

6.2 

6.0 

1933 

5.4 

5.6 

6.6 

6.  1 

6.  1 

6.2 

6.0 

1934 

4.5 

5.6 

6.5 

6.0 

6.  1 

6.  1 

5.8 

1935 

4.  6 

5.  6 

6.  3 

5.  9 

6.0 

6.0 

5.5 

1936 

3.9 

5.  6 

6.2 

5.  8 

5.8 

5.8 

5.  1 

1937 

4.0 

5.5 

6.0 

5.  6 

5.  6 

5.7 

4.9 

1938 

3.  7 

5.  3 

5.  8 

5.  5 

5.4 

5.  6 

4.  7 

1939 

3.7 

5.  1 

5.7 

5.3 

5.3 

5.4 

4.  6 

1940 

3.  7 

4.  9 

5.5 

5.  2 

5.  1 

5.3 

4.  6 

1941 

3.5 

4.8 

5.  5 

5.2 

4.9 

5.2 

4.  5 

1942 

3.  5 

4.  8 

5.4 

5.  1 

4.  8 

5.  1 

4.4 

1943 

3.5 

4.7 

5.4 

5.0 

4.  6 

5.0 

4.4 

1944 

3.5 

4.  5 

5.3 

5.0 

4.4 

4.9 

4.4 

1945 

4.  1 

4.5 

5.2 

4.  9 

4.3 

4.8 

4.5 

1946 

4.2 

4.  4 

(2) 

(2) 

(2) 

4.9 

4.6 

1947 

4.2 

4.4 

(2)(3) 

(2) 

(2) 

4.8 

4.6 

1948 

4.  1 

4.3 

(2) 

(2) 

(2) 

4.8 

4.6 

1  Contract  rates,  except  on  loans  of  Federal  land  banks,  1934-44,  and  Federal  Farm 
Mortgage  Corporation,  1938-45,  which  are  included  at  temporarily  reduced  rates. 

2  Data  not  available. 

3  According  to  a  survey  of  commercial  bank  loans  published  by  the  Federal 
Reserve  Board  in  its  Bulletins  of  October  and  December  1947,  the  average  interest 
rate  on  farm-mortgage  loans  outstanding  at  banks  in  mid-1947  was  4.9  percent. 
This  figure,  however,  is  not  strictly  comparable  with  those  presented  in  this  table, 
due  to  differences  of  coverage  between  the  sources  of  data. 
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The  over-all  average  rate  on  January  1.  1920.  was  6.1  percent,  as 
it  had  been  at  the  beginning  of  1915.  Dining  this  period,  however, 
the  average  rate  charged  by  each  of  the  major  lender  groups  increased 
slightly  except  that  charged  by  miscellaneous  lenders  which  decreased 
from  6.5  to  6.3  percent.  The  range  of  rates  in  1920  was  from  5.4 
to  6.5  percent,  compared  with  a  range  from  5.7  to  6.5  percent  in  1915. 
Thus  the  range  of  rates  at  the  close  of  World  War  I  was  greater  than 
at  the  beginning,  in  contrast  to  the  situation  prevailing  during  the 
second  war  period. 

Throughout  the  entire  period  the  lowest  rates  have  been  those 
charged  by  the  federally  sponsored  agencies  and  life  insurance  com- 
panies. Rates  shown  for  the  land  banks  and  the  Federal  Farm 
Mortgage  Corporation  in  table  6  reflect  the  reduced  rates  which  were 
provided  for  in  the  Emergency  Farm  Mortgage  Act  of  1933.  Even 
when  these  reductions  are  not  considered  for  the  years  following  1933 
and  the  contract  rate  is  substituted,  the  average  rate  on  loans  held 
by  these  agencies  is  lower  than  that  for  any  other  major  lender,  even 
life  insurance  companies.  On  January  1.  1945.  after  the  establish- 
ment of  a  rate  of  4.0  percent  on  most  of  the  land  bank  loans,  the 
federally  sponsored  agencies  still  held  more  than  30  percent  of  the 
total  farm-mortgage  loans.  The  increase  in  the  effective  rate  for  such  a 
large  proportion  of  the  loans  tended  to  counteract  the  downward 
trend  in  the  over-all  rate  caused  by  the  reduced  rates  of  private  lenders. 

Commercial  banks  continue  to  charge  a  higher  rate  than  any  other 
major  lender  group.  This  has  been  true  for  the  entire  period  since 
1910.  and  in  1923  the  average  rate  charged  on  such  loans  was  7.0 
percent.  The  high  rates  charged  by  commercial  banks  may  be  ex- 
plained largely  by  the  fact  that  their  loans  tend  to  be  made  for 
relatively  small  amounts  and  for  relatively  short  terms,  thus  involving 
more  loan  fees  and  service  charges  than  do  longer  term  loans.  Ac- 
cording to  a  study  of  farm-mortgage  loans  of  commercial  banks 
recently  published  by  the  Board  of  Governors  of  the  Federal  Reserve 
System,6  31  percent  of  the  outstanding  loans  of  these  banks  in  mid- 
1947  were  for  amounts  under  $1,500,  and  36  percent  were  made  for 
terms  of  less  than  1  year.7  Over  the  period  from  1917  to  1945,  the 
average  term  of  combined  land  bank  and  Commissioner  loans  was 
between  20  and  30  years,  and  that  of  life  insurance  company  loans 
was  almost  10  years,  whereas  the  average  bank  loan  and  the  average 
loan  made  by  individuals  were  for  approximately  3  years.  From 
1936  to  1945  the  average  size  of  farm-mortgage  loans  recorded  by 
commercial  banks  and  by  individuals  was,  in  each  case,  a  little  more 
than  $2,000,  whereas  life  insurance  company  loans  averaged  more 

6  COMMERCIAL    BA.XK     LOAXS     TO     FARMERS.     fc>V     TyXAX     SMITH    and     PHILIP     T. 

Allex.     U.    S.    Fed.    Res.    System.     Fed.    Reserve    Bui.    33    (10):   1216-1227. 

Oct.    1947:    FARM   MORTGAGE   LOAXS   AT   COMMERCIAL   BANKS,   by   PHILIP   T.    ALLEX; 
and    STRUCTURE    OF    IXTEREST    RATES    OX    COMMERCIAL    BAXK    LOAXS    TO    FARMERS, 

by  Richard  Youxgdahl.     33   (12):   1477-14S2,   14S3-1492.     Dec.  1947. 

7  Loans  with  a  maturity  of  1  year  or  less  are  heavily  weighted  by  demand  loans 
which  are  common  in  Xew  England  and  the  Middle  Atlantic  States,  and  by  pro- 
duction loans  wlrich  are  frequently  made  on  real  estate  security  in  most  of  the 

•Southern  States. 
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than  $6,000,  and  loans  made  by  the  Federal  land  banks  and  the  Land 
Bank  Commissioner  averaged  more  than  $4,000.8 

Variations  in  Interest  Rates  by  Geographic  Divisions 

In  general,  throughout  the  last  four  decades,  rates  charged  on  out- 
standing debt  in  the  various  geographic  divisions  of  the  country  have 
tended  to  converge  toward  the  average  for  the  country  as  a  whole 
(fig.  4).  This  was  a  period  of  increasing  mobility  of  credit  as  agricul- 
ture became  more  stabilized  and  as  centralized  credit  institutions 
increased  their  farm-loan  activities.  Establishment  of  the  Federal 
Reserve  System  strengthened  the  banking  system  and  contributed  to 
greater  mobility  of  funds.  Later  in  the  period,  the  Federal  land 
banks  and  the  Land  Bank  Commissioner  enlarged  the  credit  facilities 
available  to  farmers,  and  still  later,  the  Farm  Security  Administra- 
tion 9  opened  credit  doors  to  many  farmers  who  were  ineligible  for 
loans  from  other  sources.  These  federally  sponsored  agencies  not 
only  provided  credit  at  lower  rates  than  were  generally  available  from 
other  lending  agencies,  but  their  rates  were  uniform  throughout  the 
country.  Thus,  they  had  a  leveling  effect  on  average  interest  rates 
for  the  various  sections  of  the  country. 


1950 


'WEST  SOUTH  CENTRAL  AND  MOUNTAIN  STATES.  &SOUTH  ATLANTIC  AND  EAST  SOUTH  CENTRAL  STATES 

fNEW  ENGLAND  AND  MIDDLE  ATLANTIC  STATES.  OEAST  AND  WEST  NORTH  CENTRAL  STATES. 


FIGURE   4.— AVERAGE      INTEREST      RATES     ON      FARM-MORTGAGE     DEBT,      UNITED 
STATES  AND   MAJOR  GEOGRAPHIC   DIVISIONS.  JANUARY   1,    1910-48 

The  general  level  of  interest  rates  in  all  sections  of  the  country  was  considerably 
lower  during  the  period  of  World  War  II  than  during  the  earlier  war  period. 
During  the  second  war  period  there  was  very  little  divergence  from  the  average 
for  the  country  as  a  whole,  whereas  in  the  World  War  I  period  there  were  wide 
differences  in  the  rates  charged  in  the  various  geographic  divisions. 

8  Data  for  the  period  1917-35  are  BAE  estimates;  those  since  1935  are  from 
unpublished  reports  of  the  Farm  Credit  Administration  based  on  mortgages 
recorded  during  the  month  of  March. 

g  Succeeded  by  the  Farmers  Home  Administration  in  1946. 


16  CIRCULAR    S21,    r.    S.    DEPARTMENT    OE    AGRICULTURE 

The  most  striking  difference  between  the  average  rates  in  the  two 
war  periods  is  the  lower  level  prevailing  during  World  War  II  in  each 
geographic  division  (table  7).  During  the  early  thirties  a  sharp 
decrease  in  rates  occurred  in  all  divisions.  It  has  been  pointed  out 
that  it  was  during  these  depression  years  that  the  emergency  financing 
program  of  the  federally  sponsored  agencies  was  initiated.  Loans 
made  by  these  agencies  were  not  confined  to  any  one  section  and  rates 
charged  on  such  loans  were  uniformly  low  throughout  the  country. 

During  the  period  of  World  War  II,  average  interest  rates  on  out- 
standing debt  in  the  East  and  West  North  Central  States  were 
consistently  lower  than  were  those  for  any  other  geographic  division. 
The  lower  average  rates  for  the  Xorth  Central  States  reflect  both 
lower  rates  charged  by  all  lender  groups  in  this  region  and  the  high 
proportion  of  the  loans  held  by  certain  low-rate  lenders.  Throughout 
the  period  of  World  War  II,  more  than  half  of  the  debt  in  this  region 
was  held  by  life  insurance  companies.  Federal  land  banks,  and  the 
Federal  Farm  Mortgage  Corporation.  The  States  in  this  region 
include  most  of  the  large  grain  farms  which  attract  investments  of 
centralized  lending  agencies  partly  because  long-term  loans  requiring 
little  supervision  are  well  suited  to  this  type  of  agricultural  enterprise. 
Life  insurance  companies  charge  lower  rates  in  this  area  than  does 
any  other  major  lender  except  the  federally  sponsored  agencies,  and 
more  than  two-thirds  of  all  loans  held  by  life  insurance  companies  are 
in  this  region.  More  than  half  of  the  land  bank  and  Commissioner 
loans  also  are  concentrated  in  these  States. 

During  the  World  War  I  period,  also,  the  average  rate  for  the  East 
and  West  Xorth  Central  States  was  below  the  average  for  the  country 
as  a  whole,  but  the  average  rate  for  Xew  England  and  the  Middle 
Atlantic  States  was  even  lower.  The  lower  average  rates  for  these 
four  divisions  during  this  earlier  period  was  mainly  the  result  of  low 
rates  charged  in  these  divisions  by  lenders  generally. 

The  tendency  for  rates  throughout  the  country  to  approximate 
the  average  for  the  country  as  a  whole  is  further  indicated  by  data 
shown  in  figure  5.  The  average  interest  rate  for  each  State  is  ex- 
pressed as  an  index,  with  the  Lnited  States  average  in  each  selected 
year  taken  as  100  for  that  year.  Such  a  comparison  serves  chiefly 
to  indicate  the  relatively  high-  and  low-rate  areas.  As  the  Lnited 
States  average  differs  in  each  year,  no  year-to-year  State  comparisons 
can  be  made,  but  consistent  patterns  or  major  shifts  in  the  relative 
position  of  various  States  with  respect  to  the  over-all  average  can  be 
pointed  out. 

In  the  years  covered  by  figure  5,  the  Western  and  Great  Plains 
States  changed  from  an  area  of  highest  relative  interest  rates  to  one 
in  which  rates  are  only  slightly  above  or  below  the  average  for  the 
country  as  a  whole.  The  Southern  States  were  consistently  a  high- 
rate  area,  and  many  of  the  East  South  Central  and  eastern  seaboard 
States  showed  increases  in  rates  relative  to  the  over-all  average.  On 
January  1,  1915,  near  the  beginning  of  World  War  I,  13  States  had 
indexes  of  125  or  over,  whereas  for  the  other  years  shown,  no  State 
had  an  index  in  this  size  group.  By  January  1,  1940,  no  State  had 
an  index  of  115  or  over,  but  at  the  beginning  of  the  postwar  year  1948 
four  States — Alabama,  Georgia,  Florida,  and  Delaware — had  indexes 
in  this  size  group. 
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In  all  years  shown  in  figure  5,  average  rates  for  Nebraska,  Minne- 
sota, Iowa,  Wisconsin,  Illinois,  and  Indiana  were  below  the  average 
for  the  United  States  as  a  whole,  and  the  rate  for  Kansas  was  below 
in  all  years  except  1923  when  it  was  just  at  the  United  States  average. 

Between  the  two  war  periods,  shifts  have  taken  place  in  the  position 
of  certain  States  relative  to  the  United  States  average.  During  the 
World  War  I  period,  the  New  England  States  (except  Maine);  the 
Middle  Atlantic  States;  and  Delaware,  Maryland,  Virginia,  North 
Carolina,  and  Tennessee  in  the  Southern  States  were  all  below  the 
United  States  average,  but  during  the  second  war  period  they  were 
all  above  the  average.  Texas,  which  had  an  index  well  above  100 
during  the  first  war  period,  had  indexes  of  96  and  98  in  1940  and  1948, 
respectively.  Idaho  and  Wyoming  dropped  from  among  the  States 
with  highest  indexes  in  the  first  period,  to  approximately  the  average 
for  the  country  in  the  second  period,  and  Oklahoma  dropped  to 
about  the  United  States  average.  Maine  had  an  index  above  100  in 
all  years  shown  in  figure  5.  During  the  first  war  period  this  was  in 
contrast  to  the  rest  of  New  England,  whereas  in  the  second  war 
period  the  rest  of  New  England  was  at  the  average  for  the  United 
States  or  above  it. 

Average  Interest  Rates  on  Mortgages  Recorded 

Average  interest  rates  on  mortgages  recorded  indicate  changes  in 
the  average  cost  of  new  mortgage  credit.  Interest  rates  respond  to 
current  economic  conditions;  consequently  they  fluctuate  more  than 
do  average  rates  on  outstanding  loans,  as  the  bulk  of  outstanding 
loans  represent  debts  contracted  over  a  period  of  years  at  rates  pre- 
vailing when  the  loans  were  made. 

Average  rates  charged  on  loans  recorded  during  selected  years  of 
the  World  War  II  period  and  during  comparable  years  of  the  first 
war  period  are  shown  in  table  8.  During  the  war  years  of  the  first 
period,  the  average  rate  on  mortgages  recorded  decreased,  but  by 
1920  it  had  risen  to  the  same  level  as  at  the  beginning  of  the  period. 

Data  available  for  the  second  war  period  indicate  a  decrease  during 
the  war  years  comparable  with  that  of  the  first  war  period,  but  by 
1947  the  average  rate  was  even  lower  than  during  the  war  years. 

In  all  geographic  divisions,  average  rates  charged  in  the  second  war 
period  were  lower  than  those  charged  during  the  first.  The  differences 
were  greatest  in  the  West  South  Central  and  Mountain  States,  where 
the  average  rates  were  4.7  and  4.9  percent,  respectively,  on  mortgages 
recorded  during  1947,  compared  with  7.4  and  7.6  percent  on  those 
recorded  during  1920.  In  these  two  divisions,  average  rates  charged  on 
mortgages  recorded  during  the  first  period  were  higher  than  those  in 
any  other  division.  During  the  second  period,  when  the  federally  spon- 
sored agencies  had  become  important  sources  of  credit  and  there  was 
more  even  distribution  of  loans  among  the  various  lender  groups, 
rates  in  general  were  lower  and  in  no  one  geographic  division  were 
they  consistently  higher  than  in  others. 
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Farm-Mortgage  Interest  Rates  Compared  With  Yields  on 
Other  Types  of  Investment 

Mortgages  on  farm  properties  represent  not  only  credit  extended 
to  farmers  for  acquiring  or  operating  their  enterprises;  they  also 
represent  a  possible  outlet  for  those  who  have  funds  to  invest.  From 
this  viewpoint  we  may  compare  average  interest  rates  payable  on 
such  investments  with  yields  from  other  types. 

Figure  6  shows  the  trend  from  1919  to  1947  of  interest  rates  on  out- 
standing farm  mortgages  and  of  yields  on  domestic  corporate,  domes- 
tic municipal,  and  United  States  Treasury  bonds.  Data  shown  do 
not,   however,   permit   direct  comparison  of  the   cost  of  mortgage 


Yield  on  domestic 
municipal  bonds* 
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figure  6.— average  interest  rate  on  outstanding  farm  mortgages  and 
Yield  on  Domestic  municipal  bonds.  Domestic  Corporate  bonds,  and 
united  states  treasury  bonds.  1919-48. 
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credit  with  the  cost  of  credit  to  municipal  governments  and  domestic 
corporations.  Neither  do  they  indicate  the  actual  net  returns  from 
the  different  types  of  investment.  The  investor  in  a  farm  mortgage 
usually  must  meet  costs  to  which  the  bond  investor  is  not  subject, 
such  as  recording  and  servicing  the  loan.  Furthermore,  an  invest- 
ment in  a  farm  mortgage  requires  a  certain  amount  of  overseeing  and 
personal  attention,  whereas  a  bond  requires  no  such  attention. 

However,  the  data  shown  in  figure  6  indicate  the  general  downward 
trend  in  returns  on  all  types  of  investment  during  the  last  quarter 
century. 

SOURCES  AND  METHODS 

Farm-mortgage  interest  rates  and  charges  are,  in  general,  estimated 
annually  by  the  Bureau  of  Agricultural  Economics.  In  certain 
cases,  however,  these  data  are  obtained  directly  from  the  lenders. 
Estimates  are  subject  to  revision  every  5  years  on  the  basis  of  data 
obtained  in  a  farm-mortgage  survey  conducted  jointly  by  the 
Bureau  of  Agricultural  Economics  and  the  Bureau  of  the  Census. 

Interest  Rates 

The  method  used  in  estimating  interest  rates  recognizes  that,  at 
the  beginning  of  any  given  year,  a  part  of  the  debt  is  composed  of 
loans  made  or  renewed  during  the  preceding  year  and  a  part  represents 
debts  contracted  in  previous  years. 

For  loans  made  or  renewed  during  any  year,  the  best  measure  avail- 
able is  the  annual  estimates  of  the  Farm  Credit  Administration  of  the 
amount  of  farm  mortgages  recorded  by  principal  lenders.  These 
estimates,  for  lenders  other  than  the  Federal  land  banks  and  the 
Federal  Farm  Mortgage  Corporation,  are  included  at  rates  published 
biennially  by  the  Farm  Credit  Administration  for  mortgages  recorded 
during  the  month  of  March.  That  part  of  the  debt  carried  over 
from  previous  years  is  included  at  rates  in  effect  at  the  beginning  of 
the  preceding  year.  For  the  Federal  land  banks  and  the  Federal 
Farm  Mortgage  Corporation,  data  as  to  rates  charged  and  amounts 
outstanding  at  each  rate  are  obtained  from  the  Farm  Credit  Admin- 
istration. Rates  on  loans  made  or  renewed  by  each  lender  during 
the  year,  rates  on  loans  carried  over,  and  rates  charged  by  the  Federal 
land  banks  and  the  Federal  Farm  Mortgage  Corporation  are  weighted 
by  the  amounts  of  such  loans  to  arrive  at  an  over-all  rate  at  the  begin- 
ning of  any  given  year. 

Revised  estimates  of  interest  rates,  based  on  the  1945  BAE-Census 
survey,  are  shown  for  years  since  1940  in  table  9.  The  major  revisions 
occur  in  the  group  called  "Others/'  which  includes  individuals,  banks, 
and  miscellaneous  lenders. 
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Table  9. — Comparison  of  previous  and  revised  estimates  of  interest 
rates  charged  on  farm-mortgage  loans  held  by  major  lender  groups, 
United  States,  January  1,  19Jfi-46 


Year 

Federal  land 
banks  and  Fed- 
eral Farm 
Mortgage  Cor- 
poration 

Life  insurance 
companies 

Others 

All  lenders 

Previ- 
ous es- 
timate 

Revised 
esti- 
mate 

Previ- 
ous es- 
timate 

Revised 
esti- 
mate 

Previ- 
ous es- 
timate 

Revised 
esti- 
mate 

Previ- 
ous es- 
timate 

Revised 

esti- 
mate 

1940 

1941 

1942 

1943 

1944 

1945 

1946 

Percent 
3.7 
3.5 
3.5 
3.5 

3.  5 

4.  1 
4.2 

Percent 
3.  7 
3.  5 
3.5 
3.5 

3.  5 

4.  1 
4.2 

Percent 
4.9 
4.9 
4.8 
4.  8 
4.6 
4.  5 
4.  5 

Percent 
4.9 
4.8 
4.8 
4.7 
4.  5 
4.5 
4.  4 

Percent 
5.3 
5.  3 
5.3 
5.2 
5.2 
5.2 
5.  1 

Percent 
5.  3 
5.2 
5.  1 
5.  0 
4.9 
4.8 
4.  9 

Percent 
4.6 
4.  5 
4.  5 
4.  5 
4.  5 
4.8 
4.  8 

Percent 
4.6 
4.  5 
4.4 
4.4 
4.4 
4.  5 
4.6 

Interest  Charges 

For  lenders  other  than  the  Federal  land  banks  and  the  Federal 
Farm  Mortgage  Corporation,  estimates  of  interest  charges  are  com- 
puted from  the  amount  of  loans  held  by  each  of  the  lender  groups  and 
the  average  interest  rates  charged  by  these  lender  groups  as  of  the 
beginning  of  the  year.  By  means  of  a  2-year  moving  average,  these 
beginning-of-the-year  figures  are  converted  to  estimates  of  interest 
charges  payable  during  the  calendar  year.  To  these  are  added  the 
amount  of  interest  charges  payable  to  the  Federal  land  banks  and  the 
Federal  Farm  Mortgage  Corporation,  as  reported  by  the  Farm  Credit 
Administration. 

Amounts  of  farm-mortgage  loans  held  by  the  federally  sponsored 
agencies  and  life  insurance  companies  are  obtained  directly  from 
reports  and  records  of  these  agencies;  amounts  held  by  other  lenders 
are  estimated  from  data  obtained  from  the  Census  of  Agriculture  and 
the  BAE-Census  mailed  questionnaire  and  from  data  on  mortgages 
recorded  and  released,  as  reported  by  the  Farm  Credit  Administration. 
A  more  detailed  discussion  of  sources  and  methods  used  in  estimating 
outstanding  loans  may  be  found  in  a  recent  publication  of  the  Bureau 
of  Agricultural  Economics.10 

10  Lingard,  '  Harold  T.  farm-mortgage  loans  and  their  distribution  by 
lender  groups,  1940-48.     U.  S.  Dept.  Agr.  Cir.  812,  63  pp.,  illus.  1949. 
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Because  the  year-to-year  estimates  of  farm-mortgage  interest 
charges  are  based  on  estimates  of  loans  held  and  average  interest 
rates,  they,  also,  are  subject  to  change  when  these  other  series  are 
revised.  Revised  estimates  of  interest  charges  for  the  years  1940-45 
are  compared  with  the  previous  estimates  in  table  10.  For  1940,  the 
downward  revision  amounted  to  only  0.8  percent,  but  for  1945  the 
revised  estimate  was  11.2  percent  lower  than  the  previous  one. 
The  downward  revision  was  necessitated  by  a  previous  overestimation 
of  both  the  amount  of  loans  outstanding  and  the  level  of  interest  rates. 
The  high  farm  income  of  that  period  resulted  in  larger  principal 
repayments  and  more  debt  liquidation  than  had  been  anticipated. 

Table  10. — Comparison  of  previous  and  revised  estimates  oj  interest- 
charges  payable  on  outstanding  jarm-mortgage  debt,  United  States, 
1940-45 


Year 

Previous 
estimate 

Revised  es- 
timate 

Percentage 
change 

1940 

1941 

1 942 

1943 

1,000  dollars 
295,  371 
292,  870 
285,  366 
264,  277 
254,  983 
247,  836 

1,000  dollars 
293,  091 
284,  294 
271,  847 
245,  817 
230,  165 
220,  113 

Percent 
-0.  8 
-2.9 

-4.  7 
-7.  0 

1944 

1945                     __     _   _-_    

-9.  7 
-11.  2 
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